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KEY ECONOMIC INDICATORS 
(In billions of U.S. dollars unless noted) 


1986 1987 1988/p 1989/a 
Domestic Economy 
Population (millions) Ol oe 61:25 
Population growth (%) 0.2 . 0.3 


GNP in current dollars 
Per capita GNP, current dollars 
(in thousands) 


GNP in German mark 
(1980 prices) 
% change 
Consumer Price Index % change 


Production and Employment 
Civ. Labor force (millions) 
Unemployment (avg. % for year)/b 
Industrial production (% change) 
[local currency base 1980=100] 
Govt. oper. surplus or deficit 
as % of GDP/c 


Balance of Payments 
Exports (F.0.B.) 
imperts (C.1.F.) 190.6 
Trade balance 51.9 
Current account balance 39.1 
Foreign direct investment (new)/d 10 
Foreign exchange reserves (year end) 2 3oL 
Average exch. rate for year 
(DM = U.S.$1.00) 2537 


Foreign Direct Investment 
Total (cumulative) /d 43.9 
U.S. (cumulative) /e 20.8 
U.S. Share (3%) Si<3 


U.S. - German Trade 
German exports to U.S. (F 


° 250% 28.0 21 Se 
German imports from U.S. ( 


0.B.) 

Cor FS) 12.4 11..6 14.0 

Trade balance 130) 1o.4 a | Ried 
U.S. share for German exports (%) £0.55 9:55 8.0 nea. 
U.S. share of German imports (%) bo Ges 6.6 Reds 


Principal U.S. exports to Germany (1988) in billion U.S. dollars: 

machinery 7,410; chemicals 1,398; electrical equipment 1,698; aircraft 1,078; 
edible fats and oils 424; motor vehicles 310. 

Principal U.S. imports to Germany (1988): motor vehicles 8,659; machinery 
8,662; chemicals 2,661; electrical equipment 1,675. 


p/ preliminary; a/ projections for 1989 are consensus forecasts; b/ as percent 
of wage & salary employees; c/ on NIA-basis, all levels of government 
including the social security system; d/ foreign direct investment in Germany; 
Deutsche Bundesbank (year-end) data; e/ Survey of Current Business, U.S. 
Department of Commerce (June editions); n.a. = not available, 

Sources: Federal Statistical Office, Deutsche Bundesbank, OECD, 

German Government, 





SUMMARY 


In 1988, the Federal Republic of Germany (FRG) registered real 
economic growth of 3.4 percent, compared with 1.8 percent in 
1987. Behind this pickup in growth was a surprisingly strong 
first quarter, stronger-than-expected growth in exports and 
export-led investment, and stimulus emanating from the 

DM 13.7 billion in net tax cuts that went into effect at the 
beginning of 1988. In 1989, most observers expect German 
economic growth to slow down to a rate of around 2.5 percent as 
the Kohl Government pursues a more restrictive fiscal policy to 
reduce its budget deficit, the Bundesbank (the country's 
central bank) tightens monetary policy to quell any inflation 
fears, and world trade slows. Specifically, at the beginning 
of 1989 the German Government implemented higher social health 
insurance charges for pensioners, a new interest withholding 
tax, and increases in excise taxes, which, added together, will 
effectively take DM 18.7 billion out of private disposable 
income this year. 


Germany ran a record trade surplus of DM 128 billion and a near 
record current account surplus of DM 85 billion in 1988. With 
stronger exports and slowing domestic demand, Germany's 
external account surpluses are expected to grow further this 
year. 


In 1989, unemployment is expected to remain at over 8 percent, 
a level where it has stubbornly remained throughout most of the 
1980s. Owing in large part to the excise tax increases that 
went into effect at the beginning of 1989, consumer price 
inflation will advance this year to around 2.5 percent. After 
dropping to an all-time low of DM 1.57 at the end of 1987, the 
U.S. dollar strengthened in 1988 and averaged DM 1.76; during 
the beginning of 1989, it has fluctuated between DM 1.80-1.90. 


Owing to a federal budget deficit that was larger than 
anticipated in 1988 of DM 35.3 billion, the Kohl Government has 
been reluctant to take further expansionary fiscal measures to 
stimulate growth, but has indicated that it will consider 
further micro-level changes (e.g. business tax reform) in the 
next legislative period if it is reelected in the December 1990 
national elections, In particular, the Kohl Government has 
stressed that such reforms are necessary to keep German 
industry "fit" for the European Community's post-1992 
integrated market. 
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CURRENT ECONOMIC OUTLOOK: GROWTH EXPECTED TO SLOW DOWN AS 
GERMANY PURSUES MORE RESTRICTIVE FISCAL POLICIES 


In 1988, Germany registered real-GNP growth of 3.4 percent, the 
highest rate since 1979 but still below last year's estimated 
average for the G-7 countries. (The G-7 members are the United 
States, Japan, Canada, the United Kingdom, Italy, France and 
Germany.) The pickup in growth was due primarily toa 
surprisingly strong first quarter (stemming largely from 
unseasonably mild weather), the boost last year's worldwide 
investment boom gave to German exports and export-led 
investment, lower oil prices, and the DM 13.7 billion in 
federal income tax cuts that went in effect at the beginning of 
1988. Three reasons suggest that real German GNP growth in 
1989, however, will slow to a rate of 2.5 percent. First, many 
of the factors supporting last year's stronger-than-anticipated 
growth were of a special, one-time nature (e.g., tax cuts and 
low oil prices). Second, on January 1, Germany put into 
effect a DM 14 billion package involving excise tax increases, 
a new 10 percent interest withholding tax, and higher health 
contribution rates for pensioners, Finally, in an effort to 
quell any inflation fears, the Bundesbank has tightened its 
monetary policy since mid-1988. 


As a result of these factors, real domestic demand is expected 
to grow by 2.3 percent in 1989, down sharply from last year's 
3.5 percent. Thus, besides the United States, in 1989 Germany 
will probably be the only other major Western economy where 
domestic demand will grow slower than GNP. The main motors of 
German growth in 1989 are likely to be exports and export-led 
investment. In real terms, exports of goods are expected this 
year to increase by 5.1 percent (1988: 5.3 percent) and 
imports by 4.5 percent (1988: 6.6 percent). Because total 
exports are much larger than total imports, approximately 
comparable growth rates this year for both will mean that 
Germany's record trade surplus from last year will grow even 
larger in 1989. According to the Organization of Economic 
Cooperation and Development (OECD), as a percentage of GNP, 
Germany's trade surplus was already in 1988 (6 percent) by far 
the largest among the G-7 countries, 


FISCAL POLICY: RECORD 1988 BUDGET DEFICIT LEADS TO MORE 
RESTRICTIVE FISCAL POLICY; 1990 TAX REFORM APPROVED 


At the beginning of 1988, the German Government announced that 
its 1988 federal budget deficit would likely be DM 40 billion 

or 35 percent higher than its previous official estimate. This 
jump was due to two special factors: a DM 4 billion higher net 
contribution to the European Community (EC) and the unexpected 
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virtual lack of any Bundesbank profits transfer to the German 
Finance Ministry. However, due to last year's stronger-than- 
expected growth and a concomitant increase in revenue, the 1988 
federal budget deficit actually ended up at DM 35.3 billion. 
Revenues totaled DM 240.1 billion, down DM 1 billion from the 
1987 level, but up DM 3.3 billion over the government's revised 
October estimate, Federal expenditures, on the other hand, hit 
exactly the parliamentary appropriated DM 275.4 billion, up 

DM 6.4 billion or 2.3 percent from the 1987 level. 


Worried that its reputation for fiscal responsibility might be 
jeopardized, early on in 1988 the Kohl Government pledged to 
reduce significantly the 1989 federal budget deficit via excise 
tax increases and subsidies cuts. Towards this end, the 1989 
budget approved in December contained a DM 8.5 billion increase 
in consumer taxes (e.g., for mineral oils, tobacco, diesel 
cars, and natural gas) that went into effect in January. 
Additional revenue of DM 3.4 billion is expected in 1989 from 
the government's new 10 percent interest withholding tax that 
also went into effect at the beginning of 1989. Overall, 
federal revenues are projected to rise this year by a robust 
9.3 percent to DM 262.4 billion. 


Federal expenditures are also programmed to increase by a 
strong 5.4 percent. Despite the government's pledge to cut 
subsidies, the 1989 budget contains significant subsidy 


increases including DM 4 billion in additional funds to the 
Federal Labor Office, DM 2.5 billion for a new annual fund for 
the “structurally weak" German states and DM 500 million more 
in federal assistance for both the domestic steel industry and 
German Airbus. Without these subsidy increases, federal 
expenditures this year would rise by only an estimated 

2.6 percent or in line with the Kohl Government's medium-term 
budget goals, 


One of the key planks of the Kohl Government's fiscal policy 
has been its three-stage 1986-1990 tax reform. The first two 
stages consisted of net personal tax relief of DM 10.9 billion 
(1986) and DM 13.7 billion in tax relief (1988). In July, the 
German Parliament gave final approval to some DM 37 billion in 
tax relief to take effect at the beginning of 1990. The 
primary thrust of the tax relief is personal, the main elements 
of which are a linearization of marginal personal tax rates; 

a reduction of the lowest individual tax rate from 22 percent 
to 19 percent; an increase in family exemptions; an increase in 
the basic personal exemption; and a reduction in the peak 
individual tax rate from 56 to 53 percent. 
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On the business side, the corporate tax rate on retained 
earnings will be reduced from 56 to 50 percent, and small 
businesses will receive another DM 0.6 billion in tax relief. 
To offset partially revenue losses coming from the 1990 tax 
reform, an estimated DM 18 billion will be raised via cutting 
back on tax preferences and by the introduction of the new, 
aforementioned, 10 percent withholding tax on most interest 
earnings. Thus, net tax relief in 1990 will amount to about 
DM 19 billion. 


In December 1988, the United States and Germany initialed a new 
draft bilateral tax treaty for the avoidance of double 
taxation, whereby the withholding tax on profit transfers from 
German subsidiaries to their U.S. parent company will be 
reduced from the current 15 percent to 10 percent beginning in 
1990 and further to 5 percent in 1992. The U.S. withholding 
tax on the profit transfer from U.S. subsidiaries to their 
German parent companies will be reduced accordingly. 


MONETARY POLICY/FINANCIAL MARKETS: RISING INTEREST RATES 


In the aftermath of the 1987 October market break, the 
Bundesbank, in coordination with the other industrial 
countries’ central banks, moved to lower its official 
short-term interest rates and provide liquidity to the domestic 
market. In November of that year, the Lombard rate, the 
Bundesbank's upper reference for money market interest rates, 
was lowered by .5 percentage point to 4.5 percent and in 
December, the Bundesbank then lowered its discount rate, the 
official floor for money market rates, to 2.5 percent, a 
historic low. However, since mid-1988, the Bundesbank has 
raised stepwise both its discount and Lombard rates by 

1.5 percentage points to 4 percent and 6 percent, respectively. 


The main reasons behind the Bundesbank's decision to follow a 
stricter monetary policy are a desire to curb potential 
inflation by bolstering the German mark against an appreciating 
dollar, reining in money supply growth and stemming capital 
outflows. After reaching a low point of DM 1.57 at the end of 
1987, over the next 14 months the dollar rose to the level of 
DM 1.82-1.88 in February 1989. As a result, the cost of 
Germany's dollar-denominated imports (e.g., oil) has increased. 
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In 1988, total long-term capital exports from Germany soared to 
a record DM 83.6 billion, up DM 60 billion from the previous 
year's record. During 1988 the Bundesbank sold DM 18 billion 
in U.S. dollars to support the German mark, reducing domestic 
monetary growth through a withdrawal of German marks from the 
domestic market, 


On January 1, 1989, a 10 percent withholding tax on interest 
earnings paid by German entities to residents and nonresidents 
took effect. The withholding tax has been cited by the 
Bundesbank and the financial community as a major factor 
causing the record outflow of long-term capital in 1988 from 
Germany to destinations where such a measure is not levied 
(e.g., Luxembourg). 


EXTERNAL ACCOUNTS: RECORD TRADE AND CURRENT ACCOUNTS SURPLUSES 


Germany's trade surplus hit a nominal record DM 128 billion 

(or 6.1 percent of GNP) in 1988, up DM 10.3 billion from the 
previous year's record of DM 117.7 billion. The current 
account surplus at DM 85 billion (or 4 percent of GNP) matched 
the record 1987 level of DM 85 billion. According to the OECD, 
aS a percentage of GNP, Germany's current account surplus last 
year was by far the largest among the G-7 countries, 


In 1989, German exports are expected to grow by a real 

5.1 percent and imports 4.5 percent. This will result this 
year in a new record trade surplus of more than DM 135 billion 
Or about 6.1 percent of GNP. Whereas exports of goods grew by 
2.9 percent (real) in 1987, last year they rose by 5.3 percent, 
benefitting from the relative weakness of DM and the worldwide 
capital investment boom, particularly in Europe, which boosted 
German capital goods exports. These two factors will also 
bolster German exports in 1989. After increasing by a real 

5.4 percent in 1987, imports of goods last year rose by a 
stronger 6.6 percent, but are expected to slowdown 
Significantly this year mainly as a result of Germany's 
restrictive fiscal policy which will weaken domestic demand. 
Thus, for the first time in years, the real growth rate for 
German imports is not expected to exceed that of German exports. 


The large 1988 current account surplus was more than offset by 
record capital outflows of DM 119.9 billion exceeding previous 
record outflows of DM 80.1 billion registered in 1986, and 
substantially higher than the DM 44 billion outflows recorded 
in 1987. The large net capital outflows in 1988 appear to be 
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mainly attributable to three factors: higher interest rates 
abroad, the announcement of German interest withholding tax, 
and exchange rate expectations. 


Over the Jast few years, much of Germany's trade surplus in 
nominal terms has been with its EC partners. Between 1985 and 
1988, Germany's trade surplus with the EC member countries 
jumped from DM 31.6 to DM 80.8 billion, accounting in the 
latter year for 63 percent of Germany's overall trade surplus 
of DM 128 billion. Despite this huge trade surplus, the German 
mark's value against the currencies of the other countries 
participating in the European Monetary System (EMS, which does 
not include the United Kingdom and Greece) has remained 
essentially stable in nominal terms even though inflation rates 
in these countries have been higher. This combined with a 
capital spending boom in countries such as France and Italy (in 
preparation for an integrated EC market in 1992) means that 
Germany's substantial trade surplus with its EC partners will 
rise even further in 1989. 


According to German statistics, in 1988 Germany also posted a 
trade surplus with the United States of DM 16.6 billion, down 
from DM 24.3 billion a year earlier. (By comparison in 1980 

Germany ran a trade deficit of DM 4.2 billion with the United 
States.) Exports to the United States last year dropped by a 
nominal 8.4 percent to DM 45.7 billion while imports (c.i.f.) 
of American goods rose by a robust 13.7 percent to 

DM 29.1 billion. 


LABOR MARKETS: SERVICE ECONOMY TREND CONTINUES WHILE 
UNEMPLOYMENT STAYS HIGH 


Despite a favorable trend in the Germany's labor market, 1988 
brought no relief in the country's relatively high (8 percent 
plus) unemployment rate. Total employment rose by an average 
144,000 persons to 26.1 million -- or back essentially to the 
1980 level. The structural change from an industrial toa 
service economy continued, with most of the new jobs created in 
the service sector. However, despite rising employment, 
average unemployment in 1988 increased by 13,000 persons to a 
level of about 2.24 million. This represented a marginal 
decrease in the unemployment rate of the wage and salaried work 
force to 8.7 percent from 8.9 percent in 1987. 
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The persistently high unemployment in recent years (about 

2.5 times higher than the 1980 level of 890,000) reflects a 
combination of several factors: relatively slow economic 
growth, demographic trends (e.g., an increase in the female 
labor force participation rate, as well as in the number of 
foreign workers, youth, and in ethnic Germans arriving from 
East European countries), lackluster investment in new 
capacity, high nonwage costs (on average more than 80 percent 
of wages), and low skill levels among the jobless. In 1989, 
even with a growth of around 2.5 percent, employment gains will 
presumably not be sufficient to absorb the further increase in 
the labor force, most notably the expected 300,000 to 350,000 
increase in ethnic German emigrants from the Soviet Bloc 
countries, Thus, the Federal Employment Institute forecasts a 
30,000 increase in the number of unemployed in 1989. 


According to the German Employers’ Association, in 1988 Germany 
had the shortest work-year (1,697 hours) among 19 Western 
industrialized nations (compared to 1,912 hours in the United 
States and 2,138 hours in Japan). In the last few years, the 
two outstanding features of collective bargaining agreements 
have been the continuing trend toward multi-year contracts and 
the movement toward a 35-hour workweek. In the 1988 collective 
bargaining round, wage increases ran around 2.5-3.5 percent 
(above the CPI rate of 1.2 percent). The year also saw the 
public service finally obtain its break-through toward a 
workweek of less than 40 hours so that no major sector in the 
economy now has a workweek above 40 hours. The Public Service 
Workers’ Union negotiated a 3-year agreement for the 

2.7 million federal, state, and municipal employees, providing 
for a 38.5 hour workweek in 1990. 


However, given Germany's continuous high unemployment, many 
observers have questioned whether reducing working hours does 
create jobs as its proponents have claimed. For example, 
during the public service negotiations, the Social Democratic 
Minister President of the Saar, Lafontaine, stirred up 
controversy by suggesting that workers should be prepared to 
accept proportionate reduction in their income if they insist 
on work time reductions, Lafontaine's unexpected approach has 
sparked widespread discussion among political parties, unions 
and employers over the issue of working time reduction as a 
means of generating additional employment opportunities -- and 
the extent to which the employed should sacrifice to help the 
unemployed. 
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THE CHALLENGE OF THE POST-1992 EC INTEGRATED MARKET 


During 1988, particularly after Germany's successful term as 
President of the EC during the first half of the year, domestic 
public and business attention increasingly focussed on the 
European Community's project of an integrated EC market after 
1992. The Kohl Government has given enthusiastic support to 
the 1992 single market objective. The domestic business sector 
generally has supported the project. The 1992 project has 
already contributed to a European investment boom, which has 
substantially benefitted Germany. Overall, 54 percent of 
Germany's total exports go to EC countries. 


German industry has been making acquisitions in other EC member 
countries as well as increasing capacity in enterprises owned 
in other parts of the EC. Likewise, many German banks have 
either purchased or entered into cooperative agreements with 
financial institutions in other EC countries, However, 
individual German sectors that have benefitted from a protected 
domestic market and substantial subsidies (e.g., insurance 
industry, truck transport and handicrafts) have actively sought 
to mitigate strong competitive effects they expect from the 
EC's liberalization efforts, 


The German public has not demonstrated the fervor for the 1992 
project that has been seen in other EC countries. Worries have 
been expressed that this program could lead to a lowering of 
Germany's high social standards or a migration of jobs to lower 
wage EC countries. The Kohl Government has argued that steps 
must be taken to maintain Germany's fitness for a post-1992 
integrated EC market. For example, the Kohl Government has 
pledged that if it is reelected in the December 1990 national 
elections, it will move on a business tax reform which will 
probably involve modifying Germany's local trade tax and a 
further lowering of the country's top marginal corporate tax 
rates. To finance such a reform, observers believe that 
Germany will raise by a couple of percentage points its current 
basic valued added tax (VAT) rates (of 14 and 7 percent) as 
part of an EC tax harmonization scheme. 


It is essential that any new-to-market and or new-to-export 
U.S. company looking at the German market consider the 
formation of the integrated European market. The creation of 
this integrated market, including a common set of standards, 
will influence greatly the approach of American companies to 
the market. U.S. firms should carefully review their marketing 
efforts in Germany, and elsewhere in Europe, to take early 
advantage of the EC program, 
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IMPLICATIONS FOR THE UNITED STATES 


Germany is a market-dominated economy posing few formal 
barriers to American trade and investment. There are, however, 
some features of that market which distort the absolute 
application of free market principles and require adjustments 
by American companies encountering those features, 

Nonetheless, overall, Germany remains an excellent place to do 
business. According to the U.S. Department of Commerce, 

U.S. exports to Germany were $14 billion (c.i.f.) in 1988, a 
dollar gain of 22 percent over the same period last year. 


Despite a higher rate of inflation in the United States and a 
recent inching upward of the dollar against the mark, the price 
of most American products should not prove an obstacle in 
maintaining improved export performance through 1989. In 1987, 
the U.S. trade deficit with Germany was $16.4 billion. While 
this figure is not, at first glance, encouraging, U.S. figures 
for 1988 indicate a reduced bilateral deficit of $13.4 billion. 


The German market reflects a high standard of living, high 
Savings and low inflation rates and is a market where quality 
and service are the watchwords. Regard for American talent for 
innovation is unsurpassed, while perceptions of the quality of 
U.S. products, though not favorable across the board, have 
improved significantly. 


American goods are most highly regarded in those areas where 
the United States is most competitive (at the top of the market 
and where the latest technology is a factor, e.g., computer 
software and peripherals; electronic components; health care 
and medical devices, and synthetics). Most American sales are 
of goods used in the intermediate stages of production. Few 
German firms will opt for a product solely because it carries a 
lower initial price tag. State of the art technology is valued 
especially if it contributes to lower labor costs, 


Computers, peripherals and software offer the best combined 
sales and growth prospects. For the former, the Embassy 
calculates an overall market in 1988 of $17 billion and 

U.S. imports of $3.6 billion, with a projected growth rate of 
10-15 percent per year through 1991; for software, a total 1988 
market of $9.5 billion and a U.S. import share of $2.8 billion, 
with a growth rate of 5-10 percent per year through 1991. The 
CAD/CAM/CAE/CIM market probably exceeded $560 million in 1988 
and is expected to reach $614 million by 1991. The U.S. share 
of this market is 70 percent, and it will remain an attractive 
area for American suppliers. 
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Other sectors which should receive the attention of American 
suppliers are laser and opto-electronics, electronic 
components, electronics industry production and test equipment, 
automotive parts and equipment, analytical and scientific 
equipment, medical and health care equipment, industrial 
controls, and telecommunications and fiber optics. Attractive 
opportunities can be found in the franchising, robotics, 
environmental, aerospace, and sporting goods fields. 


The U.S. and Foreign Commercial Service continues to encourage 
greater American participation in German trade fairs as an 
excellent means for introducing new or improved products to the 
German market. Trade promotion events with Commerce Department 
Support include major German international trade fairs 
featuring: industrial safety and security equipment (A+A and 
SECURITY), sporting goods (ISPO), textiles and apparel 
(HEIMTEXTIL and TECHTEXTIL), automobile parts and accessories 
(AUTOMECHANICA), biotechnology (BIOTECHNICA), analytical and 
scientific instrumentation (INTERKAMA and ANALYTICA), seafood 
(ANUGA), electronic industry production and test equipment 
(PRODUCTRONICA), computers and peripherals (SYSTEMS), medical 
equipment (MEDICA), selected consumer goods (AMBIENTE), 
computer databases (INFOBASE), and refrigeration and air 
conditioning (IKK). 


In March 1990, the United States will be the partner country 


featured at the International CeBIT Forum. "Business USA" will 
take place at the Hanover Fairgrounds in conjunction with the 
Hanover Fair CeBIT -- the world's largest trade fair for the 
computer, software, office automation, and telecommunications 
industries, 


For further information on export opportunities to the Federal 
Republic of Germany, including market studies, please contact 
the Germany Desk Officers at (202) 377-2434/5. The address is 
Germany Desk, Room H-3043, International Trade Administration, 
U.S. Department of Commerce, Washington, DC 20230. 





